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THE GRAND JURY CHARGES:
ANDERSEN AND ENRON
1. ARTHUR ANDERSEN, LLP ("ANDERSEN'), is a partnership that

perfornms, anong other things, accounting and consulting services for
clients that operate businesses throughout the United States and the
wor|l d. ANDERSEN is one of the so-called "Big Five" accounting firnms in
the United States. ANDERSEN has its headquarters in Chicago, Illinois,
and mai ntains offices throughout the world, including in Houston, Texas.

2. Enron Corp. ("Enron") was an Oregon corporation wth its
princi pal place of business in Houston, Texas. For nost of 2001, Enron
was consi dered the seventh | argest corporation in the United States based
on its reported revenues. In the previous ten years, Enron had evol ved
froma regional natural gas provider to, anong other things, a trader of

natural gas, electricity and other coommodities, with retail operations in



energy and ot her products.

3. For the past 16 years, up until it filed for bankruptcy in
Decenber 2001, Enron retained ANDERSEN to be its auditor. Enron was one
of ANDERSEN s | argest clients worldw de, and becane ANDERSEN s | argest
client in ANDERSEN s Gul f Coast regi on. ANDERSEN earned tens of mllions
of dollars fromEnron in annual auditing and ot her fees.

4. ANDERSEN per f or med bot h i nternal and external auditing work for
Enron mainly in Houston, Texas. ANDERSEN established within Enron's
offices in Houston a work space for the ANDERSEN team that had primary
responsibility for performng audit work for Enron. In addition to
Houst on, ANDERSEN personnel perfornmed work for Enron in, anong other
| ocations, Chicago, Illinois, Portland, O egon, and London, Engl and.

1. THE ANTICI PATION OF LI Tl GATI ON AGAI NST ENRON AND ANDERSEN

5. In the summer and fall of 2001, a series of significant
devel opments led to ANDERSEN s foreseeing immnent civil litigation
agai nst, and governnent investigations of, Enron and ANDERSEN

6. On or about OCctober 16, 2001, Enron issued a press release
announcing a $618 mllion net loss for the third quarter of 2001. That
sane day, but. not as part of the press release, Enron announced to
anal ysts that it would reduce sharehol der equity by
approximately $1.2 billion. The market reacted i nmedi ately and t he stock
price of Enron shares plumeted.

7. The Securities and Exchange Commission ("SEC'), which

i nvestigates possible violations of the federal securities |aws, opened



an inquiry into Enron the very next day, requesting in witing

i nformati on from Enron.

8. In addition to the negative financial information disclosed by
Enron to the public and to analysts on Cctober 16, 2001, ANDERSEN was
aware by this tinme of additional significant facts unknown to the public.

The approximately $1.2 billion reduction in sharehol der
equity disclosed to analysts on OCctober 16, 2001, was
necessitated by ANDERSEN and Enron having previously
i nproperly categorized hundreds of mllions of dollars as an
increase, rather than a decrease, to Enron sharehol der
equity.

The Enron COctober 16, 2001, press release characterized
numer ous charges against incone for the third quarter as
"non-recurring"” even though ANDERSEN believed the conpany
did not have a basis for concluding that the charges would
in fact be non-recurring. |Indeed, ANDERSEN advi sed Enron
against using that term and docunented its objections
internally in the event of litigation, but did not report
its objections or otherwi se take steps to cure the public
st at enent .

ANDERSEN was put on direct notice of the allegations of
Sherron Wat ki ns, a current Enron enpl oyee and f or mer ANDERSEN
enpl oyee, regardi ng possible fraud and other inproprieties

at Enron, and in particular, Enron' s use of off-bal ance-



sheet "special purpose entities" that enabl ed the conpany to
canoufl age the true financial condition of the conpany.

WAt ki ns had reported her concerns to a partner at ANDERSEN,

who thereafter dissem nated themw thin ANDERSEN, i ncl uding
to the teamworking on the Enron audit. In addition, the team
had received warnings about possible undisclosed side-
agreenents at Enron.

The ANDERSEN team handling the Enron audit directly
contravened t he accounti ng nmet hodol ogy approved by ANDERSEN s
own specialists working inits Professional Standards G oup.

In opposition to the views of its own experts, the ANDERSEN
auditors had advised Enron in the spring of 2001 that it

could use a favorable accounting nmethod for its "special

pur pose entities."

In 2000, an internal review conducted by senior managenent

wi t hi n ANDERSEN eval uat ed t he ANDERSEN t eamassi gned to audi t

Enron and rated the teamas only a "2" on a scale of one to
five, with five being the highest rating.

On or about COctober 9, 2001, <correctly anticipating
litigation and governnent investigations, ANDERSEN, which
had an internal departnment of |awers for routine |egal

matters, retained an experienced New York lawfirmto handl e
future Enron-related litigation.

I11. THE WHOLESALE DESTRUCTI ON OF DOCUMENTS BY ANDERSEN




9. By Friday, Cctober 19, 2001, Enron al erted t he ANDERSEN audi t
team that the SEC had begun an inquiry regarding the Enron "specia
purpose entities" and the involvenent of Enron's Chief Financial
O ficer. The next norning, an enmergency conference call anong high-
| evel ANDERSEN managenent was convened to address the SEC inquiry.
During the call, it was decided that docunentation that could assi st
Enron in responding to the SEC was to be assenbled by the ANDERSEN
audi t ors.

10. After spendi ng Monday, October 22, 2001 at Enron, ANDERSEN
partners assigned to the Enron engagenent teaml aunched on Cct ober 23,
2001, a whol esale destruction of docunents at ANDERSEN s offices in
Houst on, Texas. ANDERSEN personnel were called to urgent and mandatory
nmeetings. Instead of being advised to preserve docunentation so as to
assi st Enron and the SEC, ANDERSEN enpl oyees on the Enron engagenent
team were instructed by ANDERSEN partners and others to destroy
i mredi atel y docunentation relating to Enron, and told to work overtine
i f necessary to acconplish the destruction. During the next few weeks,
an unparalleled initiative was undertaken to shred physica
docunent ati on and del ete conputer files. Tons of paper relating to the
Enron audit were pronptly shredded as part of the orchestrated docunent
destruction. The shredder at the ANDERSEN of fice at the Enron buil ding
was used virtually constantly and, to handl e the overl oad, dozens of
large trunks filled with Enron docunents were sent to ANDERSEN s nmain
Houston office to be shredded. A systematic effort was al so undertaken

and carried out to purge the conputer hard-drives and E-nail system of



Enron-rel ated files.

11. In addition to shreddi ng and del eti ng docunents in Houston,
Texas, instructions were given to ANDERSEN personnel working on Enron
audit matters in Portland, Oegon, Chicago, Illinois, and London,
Engl and, to nmake sure that Enron docunents were destroyed there as
wel |l . Indeed, in London. a coordinated effort by ANDERSEN partners and
others, simlar to the initiative undertaken in Houston. was put into
pl ace to destroy Enron-rel ated docunents within days of notice of the
SEC inquiry. Enron-rel ated docunents al so were destroyed by ANDERSEN
partners in Chicago.

12. On or about Novenber 8, 2001, the SEC served ANDERSEN w t h
the antici pated subpoena relating to its work for Enron. In response,
menbers of the ANDERSEN team on the Enron audit were alerted finally
that there could be "no nore shredding" because the firm had been

"officially served" for docunents.

THE CHARGE: OBSTRUCTI ON OF JUSTI CE

13. On or about and between Cctober 10, 2001, and Novenber
9, 2001, within the Southern District of Texas and el sewhere, incl uding
Chicago, Illinois, Portland, Oregon, and London, England, ANDERSEN
through its partners and others, did knowingly, intentionally and
corruptly persuade and attenpt to persuade other persons, to wt:
ANDERSEN enpl oyees, with intent to cause and i nduce such persons to (a)
wi t hhold records, docunents and other objects from officia

pr oceedi ngs, namel y: regulatory and crimnal proceedi ngs and



i nvestigations, and (b) alter, destroy, nutilate and conceal objects
with intent to inpair the objects' integrity and availability for use

in such official proceedings.

(Title 18, United States Code, Sections 1512(b) (2) and 3551
et seq.)
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